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On June 29, President Gonzalo Sanchez de Lozada's administration sold three generators run by the
state electric company Empresa Nacional de Energia Electrica (ENDE) to three US firms, marking
the first step in the government's plans this year to sell off the country's six large state monopolies.
Seven foreign consortia submitted bids to purchase the ENDE plants. The government had set
the total base price for the three generators which include the huge Corani, Guaracachi, and Valle
Hermoso installations at US$99.1 million, although the Capitalization Ministry, which is in charge of
the privatization program, offered the plants as three separate units to interested investors.
The government awarded the generators to the three highest bidders, receiving a total of US$139.8
million for the units. Still, while the total is nearly US$41 million more than the government's
original base price, it is far less than the US$250 million that officials and independent analysts had
predicted the government would receive. Dominion Energy Inc., a unit of Dominion Resources
Inc. of Richmond, Virginia, bought the Corani plant for US$58.8 million. Energy Initiative Inc., of
Parsippany, New Jersey, won the Guaracachi plant for US$47.1 million. Constellation Energy, a
unit of the Baltimore Gas and Electric Company, bought the Valle Hermoso installation for US$33.9
million.
According to spokespersons for the companies, the buyers were in part attracted by Bolivia's
internal demand for electricity, which is growing by 7% per year, and by the potential to export gas
and electricity to surrounding countries. A more important incentive, however, appears to have
been the terms of privatization, which differ widely from traditional privatization programs in
other Latin American countries. Under the Bolivian program, dubbed the "capitalization plan," the
proceeds from the sale of firms are directly "reinvested" into the privatized firms to "recapitalize"
those enterprises, rather than going into government coffers. The buyers receive a 50% share in
the company and management control. The other 50% of shares is put into a fund to provide a
guaranteed pension for all Bolivians. The idea is to encourage economic activity and create jobs,
while building up a national retirement system.
The capitalization plan is particularly attractive to investors because it not only gives them complete
management control of the company but also lets them use all the money they invest to expand and
modernize the firm. "One of the big problems that companies face after they buy into a privatization
is coming up with the money to expand and improve operations," said Ed Geehan, Constellation
Energy's manager of international projects. "This is not something we have to worry about." The
ENDE sale marks the first step in government plans to sell off Bolivia's six state monopolies this
year. In addition to ENDE, the Sanchez de Lozada administration is now preparing the terms of sale
for the telecommunications firm ENTEL, the railroad company ENFE, the state smelting firm ENAF,
the government petroleum industry YPFB, and the state airline LAB.
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All told, the transactions are expected to generate as much as US$2 billion in investment
capital. ENTEL will be the next firm to go on the auction bloc. Eight foreign companies have
already submitted preliminary bids for ENTEL, which the government is now reviewing (see
NotiSur, 06/15/95). The auction is expected to be extremely competitive, since interest in Bolivia's
telecommunications' potential is growing. The Spanish firm Telefonica de Espana, for example, is
allegedly preparing a particularly generous offer to outbid other firms in the auction. Telefonica
has been aggressively expanding its operations throughout Latin America. It purchased Peru's two
telephone companies last year for US$2 billion in one of the most profitable privatizations to date in
Latin America (see NotiSur, 03/10/94 and 08/04/94).
Telefonica also controls the largest telecommunications firms in Argentina and Chile, and it has
important stakes in the phone companies in Venezuela and Colombia. "Bolivia has an enormous
potential for development of telecommunications service," said Telefonica president Candido
Velasquez, who said the firm would likely team up with a local investor when bidding on ENTEL.
"Peru is going through a historically important moment that offers a great future for investors, and
we entered that country at an opportune moment. Bolivia is now going through a similar period, and
we intend to buy that country's phone system as well."
Meanwhile, in a related development, the government says it will sell off some 40 small state
companies in the coming months in addition to the capitalization of the country's six monopolies.
The companies, which are expected to earn about US$150 million, include a variety of small
industries, such as cement, paper, and food factories. The government also plans to privatize the
administration of the country's airports, which are presently run by the state agency Administracion
Autonoma de Servicios para la Aeronavegacion (AASANA). Still, according to Capitalization
Minister Alfonso Revollo, the government will continue to run air-traffic control operations and all
security affairs even after private contractors take over administrative responsibilities. (Sources:
Inter Press Service, 05/18/95; United Press International, 06/19/95; Agence France-Presse, 05/31/95,
06/22/95, 06/29/95, 06/30/95; New York Times, 07/01/95; Reuter, 07/05/95)
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